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Corporation tax law: letters dated 1909 and 1911.

American Association of Public Accountants
COMMITTEE ON FEDERAL LEGISLATION
55 Liberty Street, New York

To

the

Members of the

May 5, 1911.

AMERICAN ASSOCIATION OF PUBLIC ACCOUNTANTS
Enclosed with this circular letter, which is being sent concurrently to all members of the American
Association of Public Accountants, are two copies of preamble and resolutions submitted at a meeting in the
Chamber of Commerce of the State of New York, held on Thursday, May 4, 1911. The matter referred to
therein is of vital importance not only to accountants individually but also to their clients.
Your personal attention is directed to this question, and you are urgently requested to contribute by
your efforts to make a success of the campaign which has been begun by your Committee on Federal Legisla
tion.
The Committee’s letter of January 26, 1911, set forth in some detail the objects which are sought in the
enclosed resolution. Practically every accountant and corporation will admit the wisdom of a change of
the law to permit of the making of returns at the close of the ordinary fiscal year of each corporation; but
if the campaign now begun is to achieve the desired results, it will be necessary for each member of the
Association to assist.
When you have read and approved the enclosed resolution, which will probably be passed by the New
York Chamber and by various other commercial bodies in the great cities, it is requested that you approach
every reputable organization of consequence in your district and endeavor to secure passage of a similar
resolution.
There should be no difficulty in securing this. Prominent Government officials, Senators and Repre
sentatives, as well as leading business men throughout the country have expressed warm approval of the idea,
and it is confidently hoped that an amendment may be introduced during the current session of Congress
making the desired alterations in the law.
Such an amendment will almost certainly be passed by both Houses if sufficient interest in the move
ment can be aroused and maintained.
The first step towards that end is the passage of such resolutions as the enclosed by representative
commercial organizations throughout the country.
The second step also calls for your personal assistance. This will be to approach the members of
Congress from your district as suggested in the Committee’s letter of January 26, present the merits of
the case to them, pointing out the sanction given to the idea by chambers of commerce and similar bodies,
and endeavor to secure their active sympathy and co-operation in securing the passage of the proposed
amendment.
At a later date the Committee will send you copies of a model letter embodying the corporation argu
ments in favor of a change in the law. The Committee will ask that you hand a copy of that letter to each
important corporation among your clientele, and request that a communication based upon that model
be forwarded by each corporation to at least one Senator or Representative.
By this means the great mass of corporations and companies concerned will be reached and their aid
secured. It is improbable that a movement for reform so widely endorsed will fail.
But it is absolutely imperative that each member of the Association do his part. There must be no
broken links in the chain. The Committee feels that it can count upon the Association’s members to take
an active and personal interest in obtaining relief from provisions of a law which in its present form entails
great expense, difficulty and unnecessary hardship upon accountants and corporations.
Will you consider this circular letter as much a personal matter as though it were written to you alone?
If you will do that, the campaign will succeed.
Very truly yours,
Robert H. Montgomery, Chairman,
J. Porter Joplin,
Perley Morse,
Committee.

Hon.

United States Senate,
(House of Representatives,)
Washington, D. C.
Dear Sir:—

The change in corporate accounting for purposes of Federal Corporation Tax is a matter
which has the warm support of a very large number of commercial bodies and individual cor
porations throughout the country. You are no doubt aware that Chambers of Commerce and
similar bodies in several of the principal cities have passed resolutions favoring such an altera
tion. There seems no reason why the purposes of the Government cannot be equally well served
by permitting companies to make their returns as of the close of their individual fiscal years.
It is certain that such permission would be of the utmost convenience to very many companies,
and would tend to diminish the opposition to this form of taxation.
Owing to the exigencies of business, it is practically impossible for many firms and corpora
tions to conclude their fiscal years on December 31st, and you will readily understand that, in
the case of such companies, it is a great hardship to be compelled to make accurate inventories
and furnish an accurate balance sheet at, what is to them, an unnatural fiscal period.
The only objection which has been raised by the Government, or its officials, is that it would
be inconvenient to make another change now that the law fixing December 31st of each year
has been put in effect. This objection by its weakness shows that there is no valid reason, from
an administrative point of view, why December 31st should be maintained as the fixed termina
tion of all fiscal years.
Adoption of the natural fiscal years of all corporations would spread the work of accounting
more or less evenly throughout the twelve months, and it would work a considerable saving
financially. Surely the corporations which pay the tax are entitled to as much consideration as
can be given them without injury to the purposes of the Government.
Not only would there be a saving to corporations and accountants, but the administration of
Government could be more easily and less expensively carried out. Under the present regula
tions, balance sheets and inventories from approximately 400,000 corporations have to be com
piled and submitted to Washington between December 31st and March 1st. This involves an
abnormal amount of clerical assistance, much of which cannot be as efficient as that of the regular
staff of the department.
In every way, therefore, an amendment calls for commendation, and it is hoped that you
will find it possible to assist in its passage through the Senate (House of Representatives) when
the time comes.
This Company is strongly in favor of the amendment and urges its adoption.
Very truly yours,

Extract from the Proceedings of a Meeting of the Chamber of Commerce of

the State of New York, held June 1 st, 1911

Darwin P. Kingsley, Chairman of the Committee on State and Municipal Taxation pre
sented the following report and moved its adoption:
To the Chamber of Commerce:
The Committee on State and Municipal Taxation, to which was referred the resolutions
offered by Mr. Robert H. Montgomery at the meeting of the Chamber in May, urging upon
Congress the imperative need for amendment to the Corporation Tax Law and directing the atten
tion of Senators and Representatives from the State of New York to that necessity, has given
the matter careful consideration and recommends that the resolutions as presented be adopted.
The committee took occasion to inquire in Washington what objection there might be on
the part of the Departments of Justice and of the Treasury to such an amendment, and finds that
the officials make the most strenuous objections. They urge that such wording of the statute
should have been brought up at the time the law was passed; that the machinery, clerks and
card indexes have been provided under the law and a procedure established; that chaos would
result if change was made. The Treasury Department will oppose any attempted change.
Assuming that the modification called for in these resolutions will somewhat increase the
labor of the Treasury Department—although why that should be the case is not entirely clear—
that fact does not seem to be a conclusive objection. The payment of taxes is never a particu
larly pleasant fact, and when the collection of taxes is so arranged as seriously, and apparently
unnecessarily, to interfere with the transaction of business, it is the plain duty of the taxing
power to remove such objection as speedily as possible.
It is perfectly natural that the Treasury Department should object to any disturbance of
the plant which it has erected, but that is hardly important, as stated, alongside the removal of a
serious inconvenience to the business of the country.
The resolutions offered by Mr. Montgomery are as follows:
Resolved, That the Chamber of Commerce of the State of New York urges upon Congress
the imperative need for an amendment of the “ Corporation Tax Law,” whereby it shall be made
permissible for corporations and companies to make returns as of the close of their individual
fiscal years, to the end that obedience to the law may be rendered least burdensome, and accurate
compliance with its provisions possible, thereby conducing to the benefit of the Government and
public; and be it further
Resolved, That the attention of Senators and Representatives from the State of New York
be directed to the urgent necessity for instant action to obtain relief from those provisions of
the law which entail great expense and inconvenience and which can be changed without being
destructive of the purposes of the law.
The Committee recommends their adoption.

Respectfully submitted,
(Signed)

Darwin P. Kingsley,
Clarence H. Kelsey,
George E. Ide,
Edwin W. Coggeshall,
Francis L. Eames,
Isaac N. Seligman,
Gates W. McGarrah.

Committee on State and Municipal Taxation.

New York, May 23, 1911.
The Report was thereupon put to vote and was unanimously adopted.

WHEREAS: The special excise tax imposed by section 30 of the Act of Congress of August 5, 1909,
on corporations, joint stock companies, associations and insurance companies, known as the “Corporation
Tax,” has been declared constitutional; and

WHEREAS: The provisions of the law relating to the making of returns demand that December 31 shall
be the date at which all corporations and companies coming within the scope of the law shall conclude their
fiscal years for the purposes of this assessment; and
WHEREAS: It is a recognized maxim of taxation that the effective administration of laws relating
to taxation should involve as little inconvenience as possible upon those required to make returns thereunder;
and

WHEREAS: A large percentage of the corporations and companies to be taxed have found it expedient
to close their fiscal years when inventories are lowest, or when season business is at an end, and have deter
mined their fiscal years in accordance with their several necessities at dates other than December 31, and
cannot without great expense and a complete disorganization of their business and accounting alter their
fiscal arrangements; and
WHEREAS: Many classes of business cannot present other than a rough estimate of their stocks and
financial position except at the close of their logically fixed fiscal years; and
WHEREAS: It has been declared by the Attorney-General of the United States that in the future
there shall be no elasticity in the application of the law, and that accurate returns as of December 31 must
be made, and subscribed under oath; and

WHEREAS: The purposes of the Government can be served without detriment to itself by rendering
the application of the law simple, practicable, and least onerous to the corporations and companies taxed;
therefore be it

RESOLVED: That the Chamber of Commerce of the State of New York urges upon Congress the
imperative need for an amendment of the “Corporation Tax Law,” whereby it shall be made permissible
for corporations and companies to make returns as of the close of their individual fiscal years, to the end
that obedience to the law may be rendered least burdensome, and accurate compliance with its provisions
possible, thereby conducing to the benefit of the Government and public; and be it further
RESOLVED: That the attention of Senators and Representatives from the State of New York be
directed to the urgent necessity for instant action to obtain relief from those provisions of the law which
entail great expense and inconvenience, and which can be changed without being destructive of the purposes
of the law.

COPY

OFFICE OF THE ATTORNEY GENERAL
WASHINGTON, D. C.

July 22, 1909.

Messrs. Deloitte, Plender, Griffiths & Co.,

49 Wall Street,
New York.
Dear Sirs: -

I have a letter dated the 21st instant,

signed by yourself and a number of other firms of accountants,
in response to my letter of July 12th, replying to your former

letter of July 8th.

In your last letter you set forth in

somewhat more detail the following proposition:
“But no-system of accounting can give even
approximately 'the ordinary and necessary ex
penses actually paid within the year out of
income in the maintenance and operation of its
business and properties.’"

I think the bare statement of that proposition would
be received with very great incredulity by most minds.

tainly, I am quite unable to assent to it.

Cer

However, it is

now too late to attempt to recast the corporation tax amend

ment bill on the basis of such proposition.
Respectfully yours,

(Signed)

Geo. W. Wickersham
Attorney General.

New York City, July 8th, 1909.
Dear Sir :

On reading the text of the proposed Corporation Tax Law, as reported in the
Commercial & Financial Chronicle of July 3d, 1909, we have formed the opinion that
some of its provisions are absolutely impossible of application, and others violate all
the accepted principles of sound accounting.
Under the third clause it is provided “ that there shall be deducted from the amount of the
“net income of each of such corporations,........................ ascertained as provided in the
“foregoing paragraphs of this section the sum of $5,000.00, and said tax shall be computed
“upon the remainder of said net income of such corporation........................ for the year
“ending December 31st, 1909, and for each year thereafter, and on or before the 1st day of
“March, 1910, and the 1st day of March of each year thereafter, a true and accurate return
“under oath or affirmation of its President’’, etc., etc.
In connection with this clause we would call attention to the fact that as you are
no doubt aware, the fiscal year of a number of corporations is not and for business
reasons cannot be the calendar year, and consequently, having in mind that in such
cases an inventory was not taken at the beginning of the calendar year 1909, it is and
will be quite impossible for any business, corporation or institution, whose fiscal year
does not terminate with the calendar year, to make a true return of its Profits as
required by the proposed law.
Under clause 1 the tax is to be charged upon the “entire net income,” and the
net income is to be “ ascertained by deducting from the gross amount of the income . . .
from all sources,”

(1)’ “Expenses actually paid’’
(2) “Losses actually sustained
Interest actually paid
in each case “ within the year.” The words “actually paid” convey, and it is to be
presumed are intended to convey actual disbursements out of the Treasury.

The proper deductions should be
(1) Expenses actually incurred because the payment is not necessarily made in the year
in which the expense is incurred ;
(2) Losses actually ascertained because losses may be incurred and the amount not be
ascertained until a subsequent period ;
(3) Interest actually accrued because interest is never paid until the end of the period
during which it accrues, and the interest accrued is the proper charge against income.

In clause 1 the Bill refers to “ net income received ”; in clause 2 it refers to
“gross income” without the addition of word “received”; in clause 3, paragraph 3, it
refers to “gross income received.” There is here a complete confusion between
income and income received, which can only lead to endless complication.

Two methods may be adopted for taxation purposes, either

(1) To tax the difference between actual cash receipts on revenue account and actual cash
payments on revenue account, which difference will seldom if ever represent the profits of a
manufacturing concern; or
(2) To tax profits made up in the ordinary commercial way, namely, to ascertain the
gross income earned whether received or not, and to deduct therefrom

1. Expenses actually incurred during the year whether paid or not;
2. Losses actually ascertained and written off during the year whenever incurred ;
3. Interest accrued during the year whether paid or not ;
4. A reasonable allowance for Depreciation of property ; and
5. Taxes
As Accountants actively engaged in the audit and examination of a number of
varied businesses and enterprises, we unhesitatingly say that the law as framed is
absolutely impossible of application, and would suggest that in the said clauses 1, 2
and 3 of paragraph 2 the words “actually paid” and “actually sustained” be changed
to read “ actually incurred ” and “ actually ascertained,” and that the third clause be
changed to read so that the return will be based on the last completed fiscal year
prior to December 31st in cases where the fiscal year of a corporation is not the
calendar year.

Yours very truly,

DELOITTE, PLENDER, GRIFFITHS & CO.,
49 Wall Street.
PRICE, WATERHOUSE & CO.,
54 William Street.
HASKINS & SELLS,
30 Broad Street,
LYBRAND, ROSS BROS. & MONTGOMERY,
165 Broadway.
MARWICK, MITCHELL & CO.,
79 Wall Street.
NILES & NILES,
111 Broadway.
GUNN, RICHARDS & CO.,
43 Wall Street.
EDWARD P. MOXEY & CO.,
165 Broadway.
WILKINSON, RECKITT, WILLIAMS & CO.,
52 Broadway,
GEO. H. CHURCH,
55 Wall Street,
BARROW, WADE, GUTHRIE & CO.,
25 Broad Street,
LOOMIS, CONANT & CO.,
30 Broad Street.

[COPY ]
OFFICE OF THE ATTORNEY GENERAL
Washington, D. C.

July 12th, 1909.
Messrs. Deloitte, Plender, Griffiths & Co.,
49 Wall Street, New York.
Gentlemen :
I am in receipt of the letter signed by your firm and a number of others with re
spect to the proposed corporation tax law, in which you advise me that you have formed
the opinion that some of its provisions are absolutely impossible of application and
others violate all the accepted principles of sound accounting.
You first call my attention to the fact that “the fiscal year of a number of cor
porations is not and for business reasons cannot be the calendar year, and consequent
ly, having in mind that in such cases an inventory was not taken at the beginning of
the calendar year 1909, it is and will be quite impossible for any business, corporation
or institution, whose fiscal year does not terminate with the calendar year, to make
a true return of its profits as required by the proposed law.”
I beg to call your attention, in the first place, to the fact that the proposed
law does not impose a tax upon “profits” but upon “the entire net income over and
above five thousand dollars received by” the corporation, joint stock company or as
sociation, or insurance company subject to the law, from “all sources during such
year.” It has been the uniform practice of the Government in framing revenue bills
to require the tax to be paid as of a fixed date, and, so far as I have been able to ascertain,
in every instance the tax is imposed for the calendar year ending December 31st.
Such was the income tax law of 1894. It may be inconvenient, but it is certainly
not impossible for any corporation which keeps just and true books of account to make
up a return such as that required by the proposed law, particularly as the return
requires statements of actual receipts and payments, and not, as you recommend in
your communication, of expenses “incurred,” interest “accrued,” and losses “ascer
tained.”
2. You next object that the proposed law authorizes the deduction of “ex
penses actually paid,” and you contend that this should be changed to read “expenses
actually incurred.” The bill was purposely framed to deal with receipts and disburse
ments made within the year for which the tax was to be imposed, and the words “act
ually paid” were employed advisedly. The same may be said with respect to losses
actually sustained and interest actually paid. The theory of the framers of the bill
in this respect differs from that which you advocate.
3. You then object that in Clause 1 the bill refers to “net income received;”
in Clause 2 it refers to “gross income” without the addition of the word “received;”
and in Clause 3, Paragraph 3, it refers to “gross income received,” and you comment:
“There is here a complete confusion between income and income received, which can
only lead to endless complication.”
I cannot agree that there is any confusion whatever in this respect. “Gross
income” in Clause 2 obviously and necessarily means “gross income received.” The
tax is imposed by Clause 1 upon the entire net income above five thousand dollars
received from all sources during the year. By Clause 2 “such net income” is to be
ascertained by deducting from the gross amount of the income from all sources the
specified items; and if anybody could question whether that meant “gross income
received”, his doubt would be removed by the provisions in Paragraph 3 of Clause 3.
Your further statement that “as accountants actively engaged in the audit
and examination of a number of varied businesses and enterprises, we unhesitatingly
say that the law as framed is absolutely impossible of application,” causes me very
great surprise. My personal acquaintance with you and a number of the other signers
of the letter leads me to the belief that you have underestimated your capacity. Cer
tainly the statement of objections made in your letter is entirely insufficient to support
the conclusion which you express.
I am, Respectfully yours,

(Signed) GEO. W. WICKERSHAM,
Attorney General.

[ COPY ]

New York, July 21st, 1909.
Hon. Geo. W. Wickersham,
Attorney General of the United States,
Washington, D. C.
Dear Sir:
We have to acknowledge receipt of your letter of July 12th, replying to ours
of July 8th.
Our only object in addressing you was to be of assistance in a matter of prac
tical accounting which enters into the proposed law, as to which we believe that our
experience specially qualifies us to speak. We have purposely refrained from any
reference to the policy involved in the law, with which we as Accountants are not
concerned.
The views expressed in your letter of the 12th instant would seem to indicate that
you have not fully appreciated the difficulties which will be met with in carrying
into effect the provisions of the proposed law as amplified and explained in your
letter; and we therefore feel that in justice to ourselves we must refer at greater length
to some matters which were only briefly touched upon in our letter of July 8th.
We are glad to have your clear expression as to the intention of the law to deal
with Receipts and Disbursements only (presumably on Income Account) and not
with Income Earned (or Profits) and Expenditures incurred. Under these circum
stances it would seem better to use the term “Receipts on Income Account” and “Dis
bursements on Income Account” rather than “Income” and “Expense” as the latter
terms are more commonly defined and used in relation to Income earned and Expenses
incurred. In any case if in Clause 2 “Gross Income” means, as you state it is intended
to mean, “Gross Income received” it would certainly be better to say so and thus re
move any possible ambiguity.
We note that you refer to the precedent of the Income Tax Law of 1894. We
believe that this law was declared unconstitutional before there had been time to ex
perience the difficulties and uncertainties which any attempt to enforce it, if drawn on
the lines of the present bill, would have involved. In this connection we may perhaps
point to the precedent of the English Income Tax Law which has stood the test of over
half a century. In this case the tax is on Profits which in this country are frequently
termed “Net Income”; and the accounts of corporations prepared in the regular
course of business for their respective fiscal years are and always have been accepted as
the basis of taxation, subject to minor provisions as to rates of depreciation, interest
deductions, etc.
Our main criticism of the bill in its present form is that in the large majority
of cases it will be impossible of application for the year 1909, as explained in our pre
vious letter, and very difficult and expensive if not altogether impossible in subsequent
years.
Railroads perhaps require the simplest form of accounting obtaining among
business corporations. These accounts are kept in a form prescribed by the Inter
state Commerce Commission and severe penalties can be inflicted for any departure
from those forms. They must be kept on a basis not of Receipts and Disbursements
but of Earnings, whether collected in cash or not, and of Expenses, whether paid or
not, which in both cases accrued during the fiscal year closing on June 30th; the out
standing Income and Expense items uncollected and unpaid running into very large
figures and frequently varying considerably in amount between one year and another.
While it would be possible to prepare also an account of Receipts and Disbursements,
this would involve a great deal of extra work in the compilation of special data and
would raise most difficult questions as to the proper distribution between Capital and
Income of large payments for stores, the ultimate use of which is not and cannot be
known at the time of payment.
Turning now from this which is perhaps the most simple case to that of a large
manufacturing concern producing all kinds of finished products out of purchases of ore
and other raw materials, an accurate or even approximate statement of cash Receipts

and Disbursements on Income Account is a practical impossibility at any time. Cash
Receipts arising from sales of products can be ascertained without much difficulty
beyond requiring considerable extra work. But no system of accounting can give
even approximately “the ordinary and necessary expenses actually paid within the
year out of Income in the maintenance and operation of its business and properties.”
Such expenses presumably must include the cost of the goods sold. Into this cost
and following it through all the intricate accounting which has been found to be
necessary are raw materials actually used in manufacture, labor expended and innumer
able items of expense which are taken into costs as they accrue quite irrespective of
the date of payment. Very large inventories are carried of materials and supplies
which are purchased at one period, paid for at another, and used at all sorts of times,
in all sorts of quantities, and for all sorts of purposes, mainly for manufacture into
products for sale but to a large extent for additions to or extensions of the plant. Such
as are used for the latter purpose are not, as we understand the proposed law, a proper
deduction from Gross Income, and yet long before they are used all identity between
the materials themselves and the disbursements made for them has been lost. There
is in our opinion no method in which any such statement as that called for in the pro
posed law can be prepared short of an entirely independent and separate set of books,
designed to follow each bill paid through to the ultimate destination of the materials
or services covered thereby, thus duplicating the present cost of the Accounting De
partment, and serving no useful purpose whatever. Even if such method were
adopted it is very doubtful if it would produce the results required with even approxi
mate accuracy.
Without unduly burdening this letter it is impossible to go into further details
here; but the facts must in the opinion of any one familiar with the operations and ac
counts of a complicated modern manufacturing concern fully justify the conclusions
which we expressed in our letter of July 8th, and which we now emphatically endorse.
Whether the proposed method is physically impossible, or merely as you state “incon
venient,” it will, we think, be generally conceded that it is in the general interest of
the effective administration of laws relating to taxes that they should involve as little
inconvenience as possible upon those required to make returns thereunder. The
basis for arriving at the amount liable to taxation suggested in our former letter would
have the advantage of simplicity, and if the tax is to be a permanent institution, its
efficient operation would be greatly facilitated by conformity with regular account
ing methods.
We have felt it our duty to protest strongly against the wording of the proposed
bill upon the grounds set forth, but our object is to help and not to hinder. If you
think any good purpose would be served by our appearing before you and discussing
this matter fully with a view to arriving at a satisfactory solution, which we are satis
fied can be done, we shall be pleased to hold ourselves at your disposal for this purpose.
Regretting our inability to in any way modify the conclusions already expressed,
We are, Dear Sir,
Yours very truly,

DELOITTE, PLENDER, GRIFFITHS & CO.,
PRICE, WATERHOUSE & CO.,
HASKINS & SELLS,
LYBRAND, ROSS BROS. & MONTGOMERY,
MARWICK, MITCHELL & CO.,
NILES & NILES,
GUNN, RICHARDS & CO.,
EDWARD P. MOXEY & CO.,
BARROW, WADE, GUTHRIE & CO.,
LOOMIS, CONANT & CO.,
SUFFERN & SON,

49 Wall Street.
54 William Street
30 Broad Street.
165 Broadway.
79 Wall Street.
111 Broadway.
43 Wall Street.
165 Broadway.
25 Broad Street.
30 Broad Street.
165 Broadway.

